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SECTION X. SONUnr OP PAS BAST StSSDS AMS SBVBLOROR8 

A Chimes* Coemunieb statement of polloy toward* Japan pointed out that 
revival of trade betaemn tfao too atom hinged on th* alisdnatlan of mootLosn 
ary elsewste la tow Japanon* Oowrmsent and emphasis** that the "Hsw China* 
intended to haw * vote* la Japan* t* affair*, along with th* other Major 

p ow r* (pas* *)# 


Buna and Japan haw ocooluded a trade agreement covering the exchange 
of $28 million worth of good* la 1949 (png* S)» 



Wiping carpi tula ted to tow Chine** Co— uniats this wok and CHUNS'* 
d*f«mt*d armies wre reported withdrawing eouth from tow Tangtse defen** 
U» (peg* 7)o CHUMS Iai-*h*k "retired* (page 7) and l*ft to tl T*ung*» 
jan th* task of ooooluding a paao* with tte communist* nho haw not wvarad 
from IA0 Tae~bung*s tight point lewenrt for virtual u nc o ndi tional *urrend*r 

(peg* •)• 

the Philippine Government la adopting stringent security regulation* 
in view of possible influx of agent* fross China (page 10) » 

Surma la faoed with a wrious eoonoedo crisis and is seeking foreign 
finaneial assistance (page XO)» 

Th* Siamese are studying anti-Cownuniot measure* (page 11) a 

Korean rightist youth groups are being consolidated under President 
Rh**'s orders (page 8). 


" Iks smrgjnsi notatjon* need In sue o*s ding sections of this Wseldy 
("A*, *B* or "C") indicate the importance of tow item# in B/PB opinion 
uith "A" representing the most important* 


to 

ODonprr 
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8ECTXON IX. CE7ELQPUES78 IV SPECIFIED AREAS 

GtsHtmii 


Chinese Oossnmlsts stats policy towards Japan 

A Chinese Ccmstmist Party broadcast from Worth Shensi on 19 January. 
revMla an increasingly conscious agfittiinmn la development of a Chinese 
Cconmist polity for Japan. Ained at Influencing ths Japanese funeral 
elaotiens of 18 January, the Chinese Commmlet radio emphasised that after 
8 years of oombating Japanese imperialism, "Hew China." unwilling to deal 
with Japanese reactionary elanezrta. finds "Japanese Conamdete and other 
democrats" beet qualified to lead Japan to a "genuine close friendship" 
with China. Dangling the proape eta of renewed China trade before market- 
seeking Japan, the broadoast stated that while Japan needs to establish 
eoonomlo and political relations with "People's China." "Japanese reaction" 
possesses nothing on which China must rely. The Chinese Conammists further 
axmounoed that "whether American imperialists and their Japanese pawns are ' 
willing or not." tee "lew China" will ooneem itself with control of Japan* 

. r 

Probably the North Shensi broadoast contributed little to the surpris- 
ing election success of the Japan Communist Party (JCP) . (tee JCP increased 
its lower house Diet seats from 4 to 35 out of 465 seats.) The "Hew China" 
pronouncement, however, played on tee same note which JCP campaign psychology 
has stressed, namely, that Japan has mush to gain by being friendly with a 
Canmmist China. 

Chinese Communist allurements to Japan for potential eoonomlo relations 
nay be of ooamiderable significance. Chinese Communist planners do not 
expect extensive eoonomlo support from the USSR and may desire to resume 
trade between these two economically complementary areas with the thought 
teat, through gradual, judiolously applied pressure, they can assist tee 
JCP. (SEE SECTION III) 

the expressed desire to participate in tee control of Japan may indicate 
a tee-fold ambition* (a) to play upon Japanese fears of a Communist China 
while putting pressure behind a jump-on- tte -bandwagon movement, and (b) to 
help counter Americas influence in the Far East, Possibly anticipating' 
international recognition of a Coamunist-oontrolled Government of China, 
the Chinese Communist Party undoubtedly aspires to China's present seat on 
tee Iter Eastern C omission, where China bolds veto power, and on the 
purely advisory Allied Counoil for Japan, whioh "New China" oould employ 
as a Bounding board to mould Far Bastera opinion. 


w 
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Japan and Burma htn «BQl»d»d a trade arrangement covering -the period 
of 1 January to 81 Oeeeriber 1949* The arrangement oom templates a trade 
balanced at 88 aillioa dollars and la similar la outline to the over-all 
starling area trade arrang— ant negotiated la the autoen of 1948* It 
pr o v ide s for the purchase of raw cotton, rise, lead, antimony, tin eonsem- 
trate s , teak and rubber by Japan la exchange for ootton pLeoo goods, ailk 
and rayon goods, ootton jam, oerrugsted iron sheets, trunk tires, tubes, 
pot te r y end poroelain. 

Before the oar, Buraia was not important In the foreign trade of Japan 
proper, aooountlng for only 0.6 percent of exports (mostly ootton goods) 
and 0 0 5 psroent of Imports (raw ootton and slx») 0 Currently, however, 
trade with Burma la Important to Japan beoause it affords a trade channel 
la Southeast Asia, an area whioh Japan is anxious to develop so as to 
lessen Its eoesnaie dependence on northeast Aslan markets,, now In large 
part Cownaanlst-dcwl mated. irate vdth Japan ie Important to Bursa because 
before the war Japan was a significant market for one of Burma's major 
e x por ts — raw oottoa 0 

Hm trade arrangements may encounter difficulties, it is problematical, 
for example, whether the International Emergency Food Committee (IEFC) will 
permit the allocation of rloe to Japan. In addition. Instability in Burma 
will make both tits production and export of the required ocanodltiss 
diffloulto 
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Ywtt. g«M Wgttflgfr . VraaUtr Lw ta Suk baa instructed his Korea 
Rational Youtib Corps (CHIC) to accede to President Bhee*s ultimatum 
requiring it to join the Croat Corea Youth Carps (GKXC) » Shoe has been 
attempting to consolidate all rightist youth organisations In a single 
allegedly "non-political" front, under his indirect leadership, designed 
to defend the Republic against Comonlsn and to serve as the nucleus of 
a projected 50,000 nan Kill t la. Premier lee ha d bui lt a strong political 
following on the basis of his leadership of the KHYD, and his Initial 
hesitation in ordering it to marge with the QKTC under Rhee's nominal 
leadership incurred the President's displeasure. While the Premier's 
recant action nay improve his relations with Rhaa, Zee will probably 
centime to f ight for political leadership of Coro an Youth tjr attempting 
to place XSZC nembara in bay positions in the QKZC, the Militia sad the 
Amy* Since the QKTC Is to serve as the nucleus for the Militia, which 
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KOREA (Cent.) 

will fco under lee* a oocntrol In hie position as national Defense Minister, 
he can probably regain anofa of the power that ha now eardses as Chief 
of the KBZC In t he Tooth Corps* The reoent appointment of Lee Chon Sik, 
fanaarely a IIDC deputy, aa eooaandlng officer of the regiment assigned 
the politically important mission of doftoili^ Seoul, la infli ctive of 
Loe's political strategy* 
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• The completely 
are reported to 

to retreating south fro* the Bankiag-thanghal area end the Taagt** 
deftnee line, fhe oncoming Chinese Cn— mist arm ies ere believed 
to hers reached the Tone tie end currently to be emalting orders 
to cross the river* Prior to this le test Chinese Communist advance* 
CHIAMB Kal-*hek# et loos lest* decided to "retire* end deported for 
rename to "seeep the taebo of his enoostors." then CSUXO left* 
he turned over the oonfhsed remnants of his regime to doting Presi- 
dent LX Teung- jen* dw is et present frentioelly attempting to aegotiete 
sn honorable peeee" with the Chinese Co-mists. however* with the 
disintegration of organised Mationellst military resistance* Li's 
bargaining power le nil end he oea expect little better terns Aron 
the Chinese Coaounists then unconditional surrender* 

Meanwhile, with the oeln capitulation of the ancient Borth Chine 
eepitel of Peiping on 22 fernery* the Chinese Cp— inlets added another 
victory to their list end deftly administered the 'ooup-de-grace' to 
the Mationellst military position la Borth China* lationalist Sen. 

PD Tso-yi surrendered Peiping to the Co— mists* in exchange for a 
guarantee of hie personal safely end the removal of his nans from the 
C n— mi st list of "war criminals." PD apparently made this deal with 
a view toward getting out later and returning to Mi hone territory 
in Suiyuan Province* the Coaounists* on the other hand* probably 
are aware or PC's intention to "go baok to the farm*" and therefore 
will make every effort to keep him under their thuab so as to forestall 
any possibility of his ever again beooadng a formidable adversary* 
the peaceful capitulation of Xalgan* Tientsin* and Peiping has 
set a pattern which will probably be followed by the defenders of the 
r em a i n i ng Govornmen t-he Id oities of B a nkin g* Shanghai* Hankow* Tsingtao* 
Sian and possibly Thiyusn* Consequently* the last major engagement 
of China's oivil war appears to havo boon concluded* 


CHIABQ lai-ehek "retires *" CKLAHO's deoision to retire from the 
Presidency r;’ the National Government* at e time when its oollapse 
is iandnent* evidences his intention to demonatrate that Vice Pres- 
ident LI Tsung-jen oannot make an "honorable" peace with the Communists 
end that continued resistance under CHtAHG's leadership is the only 
alternative to unconditional surrender* CHIANG's notion is also 
calculated to put on the Coasamiste the onus for declining to halt their 
attacks except on terms contemplating early communication of nationalist 
China* 

Legally* CBUHG's "retirement" involves no more than his abssnoe 
from the presidential office, to which he may return at will* He 
•till heads the Kuotdntang and its committees still control the Rational 
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Gove rnmen t. Hartover, ho has reoently strengthened his authority 
la various provinces of South and Southwest China by the appointment 
of dependable aubordlnatea to key positions, fthilo plane have bees 
partially carried out to uae Taiwan aa an ultimate haven for Nationalist 
leaders despite the posslbiUties of a native uprising there, CHXANG 
has Bade additional preparations to employ South China as a base of 
reeieteaoe and has sored Oor era asnt roeouroes, reoorda, and personnel 
both to 8outh China Mai Taiwan. If Li's efforts to make peuoe are futile, 
CHIAMO will be in a position to resume aotire direotion of the National 
Oorerament and may erentually head a goTenment-in- exile with the hope 
of reooreriag oontrol of China ae a cociequenoe of World War III, 

Acting President Li's newly appointed peaoe delegates, SRAO Li- 
tre and CHANG Chih-ohung , hare little to offer the Communists and 
realisation of their difficulties probably will impel the majority 
of Nationalist leaders who still possess regional authority to a ttemprt 
further resistance, probably in oooperatlon with CHIAN G Kai-shek, 

Leftist leaders and lessor Nationalist figures nay acco.jsodate them- 
selves to conditions of Communist rule, somewhat as those in the 
Peiping- Tientsin region here done. 

Joint ConMUplat-Hationelist administration set up in Peiping . "B* 

NO fso-yi's agents accepted terms of surrender for Peiping which will 
facilitate a gradual and orderly assumption of power by the Communist* 
and which involve the oooperatlon of Nationalist military and civilian 
officials during the transitional period. Another provision of this 
acceptance is the future inclusion into the Communist forces of all 
Nationalist troops in Peiping. Probably some of the peace-makers will 
be given at least temporary roles in the Communist administration. 

Meanwhile, Marshal LI Chl-shen and other dissidents who reportedly 
have boon conferring with Communist representatives at Shihchiaohuang, 
south of Peiping, Issued a statement, broadcast over the Gonmmiet 
radio, which denounced Nationalist peaoe overtures and otherwise 
adhered closely to resent Communist propaganda linos. Marshal Li's 
Xuomintang Revolutionary Committee may servo as a vehicle for admitting 
a Halted number of Kuomintang members acceptable to the Communists 
into the future Communist-dominated coalition government. 

Communists view CHIANQ as principal enemy, Chinese Communist "A* 

broadcasts have denounoed (SftANG's ^retirement* as a tactical maneuver 
inspired by the US and have aoeused the US and the Kuondntang of 
plotting to build up South China and Formosa as bases from which n to 
destroy the revolution.'* The Communists are genuinely concerned 
over CHIANG'a prospects, with US assistance, for delaying total 
surrender in China. 

The Communists have made clear that realisation of MAO Tse-tung's 
eight-point program is their aim; the presence of specific individuals 
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on their Hat of “war criminals" is the only point susceptible to 
modification. As bargaining points in Ms favor, Acting President 
LI sill claim both control over remaining Rati nn&liat forces and 
international status as the legal national Government of China. It 
is doubtful that Li's government really has suoh ooatrol or such status., 

MA0*s insistence upon the "reorgsni nation" of all Rationalist Arre5.ee 
is likely to split Li's government sharply into two groups, with only 
those who control no significant military forces favoring settlement* 

The other group can hold crut temporarily in South and west China, 
and nay at any tine Join forces with CHIAMG Kai-shek upon Ms return 
from "retirement. " 

The Communists are well aware tlmt the Generalissimo is playing 
for time* Qnu. while the Coanunists will accept with pleasure what- 
ever concessions are offered them by the ineffectual government in 
Hanking, their principal enemy ie and will remin CHIAN G Kai- shek, 
who will not compromise with ths Communists and who will continue 
to be a serious obstacle to the realisation of the Communist aims 
as long as he retains any vestige of military or political authority* 

Recall of Soviet Ambassador implies policy change * A change in 
Soviet policy in China may be indicated by the recall of Soviet 
Ambassador B* V. fioshchin. Gen. Roshchizv former Military Attache, 
was appointed Ambassador in February 1948 after conferences in Mo3ccw 0 
The USSR apparently concluded that the US program of aid to China, 
announced at that tine, was certain to be a failure and therefore 
that the Chinese Government might well acoept a Soviet offer to mediate 
in the civil war which Roshchin had already advanced informally* 

Since Communist successes throughout 1948 made Soviet mediation either 
unnecessary from the Soviet viewpoint or undesirable from the Chinese J 

Communist viewpoint, the USSR recently declined the Rational Govern- 
ment's invitation to mediate* Roehohin has again been called to 
Moscow, and Soviet affairs in Nanking will again be entrusted to 
a Charge d J Affairs who presumably will be unable to commit the USSR 
to a oourse of action in the absence of an Ambassador,, Roshchin's 
contacts and operations for the past several years have been with 
the Chinese Rationalists rather than with the Communists* It 1 b 
therefore quite possible that Roshohin will not return as Ambassador* 


I 
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a - - Tha OS Military Attach* 
qg wmM ot la bacoadng la- 
tte f—dbUlty of foreign agents infiltrating 
- tl»t civil and otlltary intelligence agencies 

rlotions over tho iooainf itiUlMi Shanghai 

h*! 1 ** t aaporaiy asylm in the Philippi—. 

. - . JV By Phllip plna official* my alto bo inquired by 

Mtent rapcrta that C hina— C o— nlat a — being «ai|gM into tho FhU- 

*J5£?S J* 0 *#* jgf •hiaf of a group of special agents 

jSJSSifS* offloo, recently reported that a— 40 

Chin— Including a ante of Co— niata, aougglara, and Rationalist 
datartara jm entered ZMhoangt Province on the —them Philippine 
island of Mirt a no . Although there are probably fee r aetual Coa— list 

P r *** nt * **«*tar Infiltration la poeeible 
w ft* JMXippine Ravel Patrol* a inability to gaud tho long 
***“? * < f^« lln g aetiritiee rad illegeTentryj and 
(2) inefficient and t empt administration of the IfciUppine Imlgratlon 
1mm i# 


... SgBEffMB* » la beeoating increasingly evident 

tj»t wwi laical dUncultie# are steadily undemining the country' e 
financial stability. Not only ie the Ck— ant burdened with heavy mili- 
tary expat idltixrm, but the various insurrections are ear loudly Interfering 
with —arte the operations of C kw re rn— t -owned utilities and the collection 
of taxes. In addition to Govern— t efforts to deal with the critical f±- 
isaaciel situation by cutting cost-of-living allawaneaa to Qovemaant w o rk e ra 
and proml^tljig an "auaterity program*, foreign financial asalstanea la 
sou ght. Tbs Iafbmatlon M i ni ste r has requested Durn e s s newspaper 
editor# to tone down their attacka upon "Anglo-American Imperialis ts and 
bloodsucking capitalists* in order to avoid antagonising prospec ti ve lead ers 
India and the TO are the —t likely score ea^fl— abioauae Burma »e*toe 
la of groat' Importance to both* India needs all the rice it can gat for 
lta ovai use, and the TO neede rice for the food-deficit areas of toe Far 
Bast, particularly In Itelays, which produces a large mount of e as- 

ehanga* Tha TO la reported ready to loan Curtsa 200 rupees (about 

M ill lo n O *■ «*pceted that a request will be made of India. Such 
loans, however, will only have a temporary effect until law and order are 
restored, and offer little proepeet of fbnda— tally improving Burns's 
deteriorating eocncoy. The Bum— Government Is not believed capable of 
enforcing e<— rehensive austerity, or checking inflationary conditions. 

The reduction of go ver n— tal allow— ee say lead to strikes by Govern— t 
worknrs which will further curtail toe Governneat's capacity to fraction 
effectively. 


"B" 
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Althot ugh the Siamese 

uuiwimw eewouaaa no sennits anti-Coonuniat program, Premier Phibul 
inducted at a press ©inference last seek that the government Is examin- 
ing aaaams to eoebat Communism. The Phibul government is aware that 
Communism is eonflned chiefly to Siam's large Chinese minority which 
dominates the labor force and the m er c antile class* The gover n m en t is, 
therefore, primarily ooneemed with the nroblem of limiting Chinese con- 
trol of labor unions end the reservation of certain occupations to 
Siamese nationals. Furthermore, in an effort to re m o ve possible causes 
for the crread of Communism among Slam's overwhelmingly agrarian popula- 
tion, the government ie studjrihg the advisability of reducing foreign 
land ownership and the possibility of increasing cooperative land-holdings. 

At nreeent, Siam has a oromise of limited military aid from the tIK 
and, in addition, is making strong overtures to the US for military and 
economic assistance as a means of withstanding Communism. Despite the 
anparent anti-C oraamiaa of the present regime, however, the Siamese are 
capable of making (he adjustments necessary for dealing with a Chinese 
Communist government recognised by world powers. This would be entirely 
consistent with Siam's past history of opportunistic adaptation to po- 
litical developments elsewhere in Asia* 
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iwportsnt factor is Bar lytin 
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Prospective Production 


dillil ortjrt, tat restoration of the 
H» Oeamdeti to abbiUse surplus food 
m is Chi ne end for export abroad • 
njr is tiie next tee years le-nerp ae an 
*•» despite political flaetore whieh may 
# Manohnrian trade « 


restored oounaloatiims will enable the 
Ooununicts both to realise greater retime free Manchuria's agricultural 
enrpluees and to exploit indaatrial raw Material rseouroea on a considerably 

^ Mieh t he eost isportaat is textile 
prodoetien, will be etiaaslated by the return of peaoe to Manchuria. Been 

isersaeed sutp nt of oetten textiles, hownr, the 
bSfc kTSJ 1 £ U ^ 5?* 5* ***** iMuetriee. chiefly iron and steel, 

*U probably ranain lately inoperatira 
imtU the aaohlnery needed for their nhebiUtatics can be isportid. 


iSS^ irU iJT! mUvUU Mriotiltoral products 
would mm as ineediats affoot on trade is the Far Bast. Because of the 

serious detertoratics of industrial plants, the Manchurian sconce? cannot 
now ab#°r% all the raw wateriale it is capable of predating. Tot Uanohuria's 
need of aaohiaery for indue trial rehabilitatios andeeeential oonauacra’ 

£° c * giwee her ^a strong tioentiws to produce More than she oan oonauoa at 
h«M, in order to narkst these exportable surpluses. 

• h ~ w Mto to produce a surplus of 
for *>*•**> weHrete, 5-5 edllicm 

f°°^ * lroa ort * 400 * 000 ot salt, and uneetiaated 

quantities of lumber. Magnesite and nolybdena. ■■ 
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Aa mkl t lioo of through tr— perotlon to tho aijor port* in the 
■Mtk tUl irwUr taUifi tho potwtUl aaitot for Uaaohnria Mporta. 

Aw iatetriiX ottlw of Wo r th China «o«ld laport thwlorin grain. Thera 
will ba a atcady wrtl 4 «ewai tor MuMtariw vegetable oil and sene 
niaerale. hold* froa palitdLaal ooanllo rations, the China ee Caanstit Party 
would find 4 notarial wafhnt in Jhpan for Manchuria's curploa tf Mjjbnn. 
Mkiflg ml, Nlt| and iron ore. Japan le a potential supplier of thoaa 
capital and orwaowir geode ahioh Muoohnrin n eo d e . 

aaana qw«mw«*iw 

Whether Manchuria*. export potential aill bo exchanged in the moot 
advantage oua narfeets depends lar gely on whether politloal considerations 
do tannine ooo ww do polity. Aw OMK nay bo expeoted to influanoe decision* 
of the Chinese Oonwuniet Warty regarding Manohnrlan trade, both by virture 
of S ovUt Ideologioal affinity with tho Chino ao Cowmmlat Party and by tho 
OSSB's Chare in control of tho lnpertant port of Dairen and the Manohnrlan 
railroad a y e tea. 

fee politloal oonaidaratlona nay prevent tho export of lbnohnria'o 
ran notorial narplnaoe to area* (ataoh aa Japan) whioh will giro tho Cooanuniato 
tho g r e at est return. First, both the TASK and tha Chinese Goraamicts nay 
agree that exporta contributing significantly to Japes's e concede recovery 
and ear potential would be ondasirabla. So o o n d. the example of Bastarn 
Buropoan aatollitoa isdiaatos that tha USSR, for its 01m security purposes, 
my noil object to tho indnotrlal restoration of Naaohnria. through exohange 
of raor aaterialo for faotory naohlnory. 

In oontaraat. throe ooealdarationc mil enooorage Manohnrlan trade with 
non-Soviet o o mt rl eo. First, fron tho Chinese Gwawniat viewpoint, there 
ie little hope for early industrial rehabilitation in Manchuria axoept 
through trade mth oountrlas like Japan that ean provide the required capital 
goods in return. Second, Ruse la would share In oapltal goods imported fron 
Japan, ahioh would benefit the Soviet Vhr Seat eeoaony aa well aa strengthen 
the Chine ee Gepnamlst ooonoay in Manchuria. third, a largo part of Manchuria's 
potential export ooamodltlee would bo only of aarginal significance to Soviet 
arose. 

Zt nay bo oonoludad, that although aoosoedo forces will promote a 
subs tantial mount of trade be tw een Manohurla and oountrlas outside the Soviet 
Far Eastern bleo. politloal oonalderation will keep such trade well below 
its potential aaxtaana during the next few years** 
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